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Re: CC Docket No. 96-98

Dear Mr. Caton:

On June 7, 1996. Tom Morrow and Janis Stahlhut of Time Warner
Communications and the undersigned met with Commissioner Rachelle Chong,
and Dan Gonzalez. The discussion ret1ected comments filed by Time Warner in
the above-referenced proceeding and included reference to the attached
documents.

Sincerely yours,

(!~~
Carol A. Melton

enc.

cc: Commissioner Chong
Dan Gonzalez
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TELECOMMUNICATIONS ACT OF 1996
IMPLEMENTATION OF LOCAL COMPETITION

The Section 252 Pricing Standards differentiate among the facilities/services required
by the various classes ofcompetitor (See Chart)

• Interconnection & Network Elements - Section 252 (d)( 1)
- Based on Cost: Economic Standard (TSLRIC)
- Reasonable Profit: Policy Standard

- Policy considerations should not economically deter facilities-based
investment

• Transport and Termination - Section 252 (d)(2)
- Based on Additional Costs: Economic Standard (LRIC)
- Call Termination represents a permanent "last bottleneck"
- While the NPRM suggests that the pricing standard for transport &

termination could be the same as for interconnection & network elements, the
statutory language and economics of the competitive business suggest that
there is a legitimate differentiation

• Resale - Section 252 (d)(3)
- Retail rates less avoidable costs
- Avoidable cost standard must consider~ avoided costs. Wholesale prices

must reflect costs of wholesale functions (billing, collections, customer
services, etc.)

- Artificially-contrived discounts that fund artificially-low rates change the
economics of building competitive facilities
- IXCs have attempted to exclude legitimate wholesale costs to justify steep

discounts
- IXCs' strategy has more to do with long distance competition than local

competition. Looking for steep discounts to fund a "pre-emptive strike"
against RBOCs in form of local service price war. (See Wall St. Journal,
5/30/96)

- Relationship of the "cost of interconnection" to the "cost of resale" could
potentially deter facilities-based investment decisions.
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The Commission has authority to adopt "bill and keep" under the 1996 Act

• Commission has-broad authority under Section 25 I (d)( I) to establish regulations
implementing Section 251 obligations, including reciprocal compensation
obligations in Section 251 (b)(5), and consistent with pricing standards set forth in
Section 252 (d)(2).

• Bill and keep satisfies requirement for "mutual and reciprocal recovery" of costs
by each carrier

• Bill and keep is IlQt a system ofJree interconnection. It provides each carrier with
a tangible economic benefit whereby carriers receive an "in-kind" payment rather
than a cash payment

Adopting a bill and keep approach will help achieve Congress' goal ofrapidly
establishing competition in the local exchange marketplace

• Eliminates one of most contentious and time-consuming issues in negotiation.
Texas requirement for nine-month interim bill and keep may make the difference .
in TW Comm meeting its planned service rollout.

• Economically efficient where traffic is relatively in balance and long-run
incremental costs are de minimus.
- There is reason to expect that competitors will not attract a normal sample of

the population segment, resulting in relatively balanced traffic.
Compensation rates provide economic incentive to skew traffic balance.

- Avoids Transaction costs which impose a relatively greater burden on new
facilities-based entrants. (Such costs are not imposed on reseUers.)

- Transaction costs could exceed benefits of compensation rate

Regulations implementing pricing standards of1996 Act should reflect a baseline view
or "preferred outcome" and not preclude negotiated arrangements.

Time Warner Communications June 7, 1996



TELECOMMUNICATION ACT OF 1996
SECTION 252 PRICING STANDARDS

STATUTE STATUTORY PRICING
REFERENCE FACILITIES REQUIREMENT STANDA'RD

SECTION 252(d)(1) INTERCONNECTION 1.) BASED ON COST TSLRIC
and and

NETWORK ELEMENTS 2.) REASONABLE PROFIT POLICY

" ..~ ,,,.- ._------"-~~

SECTION 252(d)(2) TRANSPORT & MUTUAL & RECIPROCAL LRIC
TERMINATION RECOVERY OF COSTS BASED ON
(Call Completion) ADDITIONAL COSTS OF CALL

TERMINATION

SECTION 252(d)(3) FULL SERVICES RETAIL RATES LESS AVOIDABLE WHOLESALE
COSTS

~
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11le war onr local Ielephone semce
haS belUn.

ATATCOl"p.• laklllllhe oCIensl'ft 10 loll
local phone oompanlel IImllll 10 captIn
lis 1on(1I1s1ance business. Is preparlnc
prHIIIptlft discount prtc:11II lor local
phone 5rrYlc1: In nUllM!rous U.S. mal'
k.ts.

T1Ie lint of IIIne pl1c1nlt IROYn ame
~I.nlay In Ihe illinois mar1td allltrolled
by A_111m Corp., a Baby Bell. AnT
suld II wuuId oller new C\IItOllltf1 three
mont... ollree, unlimited "local-toll" call·
Inl: In the illinois ~on. TIlne toll ails 10
bcyund • local n.......d without croaln(
lon(lIlstance boundarIeI. ATIlT aIIo laid
thllt II wonld extend deep dlsmunll 01\ III
local rain lherealler and thll Cllltomen
could apply lhelr Iocal-toll caIJI 10 their
current ATarT discount plans, r1Y1Rlt them
eYen lareer dlscounll on Ion(-dlslance
Al!1"'I1c1:.

"nT .In!lldy urrcn dll!llp lull calli In
CllIIomla and N9 yort. but lhe p\aII
unveiled yesterday Is one 01 the Ont 10
oll.r JI'ft call1Olt to lure newcomen - and
1\ 1.<eWIKCli lurlher lI11enllve maneuven.

. "III rull1llClIlIvc IIll1rtlcll yull CIIn unly he
i aartnlve, r1vlnrthe ClllIomen ,lIl1t, or

ylKl will lose:' says JoRph Nacc:hto,
AT&T', Iwc,ldcnt III lVl"'lIllCr ICrYkcs.
Nollnl: the new compeUlIon for ATarT'1
klllll1l151lltKe ClIlIIOOIef1. Mr. NallChlo
YtlW1 111111 "we will be lite manel leader
when the dust setlln - and will be u
aarnslv. as necessary to ret there."

tn Cunneellcnl, ATarT II allliemplallnl:
new lIl'lre tnL' III n w.y to thwart lhe

aU1l1l1ll1l1tC IlIIm'111 Ihlll III1! ItlCllI Ilel'Yk-e
proYlder. Slutltelll New IIIIaM~
_Illat_ Corp., hu had In selllRl(
Iunl:-dI,lIt1lCC ",rvlee 1u .lIl1e n!Sklelltl.
SNIrI' llready haS rn.bbed I~ of the
IonrlllllAnce martlet In the llale lrom
ATIlT and uthcn - rallillllbe llannllll
prospect lor ATIlT oIloslllllllmllar ahare
In other Ilatn as the Baby Bells be(ln
1onI-dlslltncc _Iness. So ATarT Is -.clrh­
Inf whether to oller connecticut cuslomen

II IIttI mle tit n'lt cenlJ III!l' rnllllltt un III
calli - 10000-dlslance. Ioc:aJ or loll service.
That wuuld amount to Ina lhan half the
currelll dl"''UUlllcd mtes.

T1Ie latest IIIOftS Indlate that the
IIfl1l hlf halllc!Kfnllfld In lhe new CI'II 01
photte curnpdlllotl, broI",,1 lboul by lhe
leleaJlllmunlatlons derqulatlon law
passed earlier thla year, will be In local-loll
calls. Ultlmalely, the rlcheal lclT1lln IV
caplure will he \on«lIlltance, I 570 billion

maJ1ter. and recutar local service, a S1\lO
billion business.

But nellher will be euy pickings: T1Ie
IeftII Baby Belli must meet a "chrckllst­
01 requirements to ensure lbey havt
opened lhelr local monopoly to competition
belore belnr allowed Into Ione·dlstance.
which could lIIte some 01 Ihem two years or
more; In local scl"'llce, new rivals must
rent local linn from the ileUS and olh.r
IllOIIOflOlln or. In a cosily and less likely
alratcrY, build local netwurts 01 lheir
own.

~'or AT&T, Ihe lreeble ofler In AIIICr!·
lech counlry and lhe planned acllon In
Connecllrllt most likely relied 3 ",...Iv.
to protect Its Ionc-<llstallCl! base 01 90
million customers by keeplne Its new
rivals bUly proteclinK IIK'lr IIwn lurf.
In lonelllslance. AT&T cumnlly has an
ecI(e with alllSumef1 and rourhly a liMo
allnre.

In recent yean. the prices of lone-<l15'
lallN' 5l!1"'I1ff. Irnm Ihr hie thll'l' """
.kk.on - ""&T. Mt1 ea.-.kat_
Corp. and SpI1" COrp. - haye usually dlf·
fered by abotlt I penny or two a mlnule.
TIlAlla bot,nd to chaOlte ooce new Ione·dls·
lanu enlntnls such as Ihr lIelL. MIUM' In.
AT&T allllCllf1 III IllIve aullcltalll" IIll1t
challenl{e - by cUlllnl{ lIl'lccI on lhe lllal
fronl rnlhcr llInn romlnl: Ill' wllh yel
R",~IIl'r (1I...""nll~nllllllulll:~lIslilQlc.

lIotdlne on 10 cuslurncrs Is cnKlnl
as Ihr Irlrfllm rivalry brals 111' alMI
"T'T IIl1d ulher cllrrlef1 Rlu.e hlWllnI
oIlerlnl{ a bundle 01 local. Ionr-<llslance.
wireless and video services. Such ""chl:cs
could hell' ATltT relllin C't<IUllk'n wlllM.ut

PlMsr no", /0 f'ngt' Rl.\, (hIM'.II t
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moo enUmnents IS $100 cheds. AT&T
and III riftls In Ionclllstance atrrenlly
spend IIlIR titan $10 billion annually to sell
scrvlce.

A"..".i1~ I~,s IN....N'..• AT"T's llro1l
major lIr(tt because, amonr Ule HeUS, It
ts one oIlhe larthest alonrln meelinc the
checklist Utat wuuld allow it to Invade
AT"Ts turf. AT&T's oller 01 lree service
nUL'i Alit:. lin 0.-1. JI ;I"" mv.r.< .-nll~ IMt
Imyel u"'"' Ihau I~ lUllt.,. III IIIll1ul> hUI
rema.lD In tbe local toU calling un. The,
Chk:qo-based Bell seemed to welmme
ATleTs oller - In part because Ule local
compeUtioII could help Amerited1 retlnlo
U1e IonC1listance mmet even sooner.
"Free_like pretty aaresslft oompe­
tilion to me," 51YS In Amerlted1 spokes­
man, DOtlDC lbat Amerltech oilers 101l-aJl·
Inl{ d\lcoUDtS btitllO lree scrvlce.

In addition 10 the r.... oller. AT"T Is

rtvisinc Ita rates In illinois. Under U11s
new plan. a nv~mlnule caU between 01\.
ago and~ Glenview would cost up
to 21'4 less than A.merttedl·s basic local­
loll rates, AT"T 51)'1.

With lbeIr monopoly (IlfItro\ 01 most
local CllStomen and phone lines, the BetIs
and GTEOIrp. cuuId InRId deep wounds In
AUTa 1oIIC-dIstaDce frandtlse. AT&T,
after aplpaiIIa' 011 III NCR ampuler busl­
ness and I..ut:ent equipment unll to 5hare­
holden. wUI be left with I core 1on(1IIs.
tanee busIfteII thai~ some $50
bUl1otl1n UllIIII menue.

Mwnrllile. AUT waldlers AY the
nMUt.~ny hu hIu\ • htll:" IIlCTt'I\JI(' In
CUlitomer tur1lUVer - the liltUlk.'tl chum
rate. One penotl who has seen the num·
bers 51YS ATIlTs chum In the pasl live
months "Is up J:i'4 to 40'4 over the COOl'
(NIny'IIMt all-II_ hlp" In mld-I994.

Mr. Nl&a:lokllillY•• "tll,luslry dlUOI 'S
up, lhertlore ours Is up.... There are !lOll
companies in lhe U.s. seUlII( IonC-dlstanee
services now:'


